The CIIF, International Center for Financial Research, is an interdisciplinary center with an international outlook and a focus on teaching and research in finance. It was created at the beginning of 1992 to channel the financial research interests of a multidisciplinary group of professors at IESE Business School and has established itself as a nucleus of study within the School's activities.
Ten years on, our chief objectives remain the same:
• Find answers to the questions that confront the owners and managers of finance companies and the financial directors of all kinds of companies in the performance of their duties
• Develop new tools for financial management
• Study in depth the changes that occur in the market and their effects on the financial dimension of business activity
All of these activities are programmed and carried out with the support of our sponsoring companies. Apart from providing vital financial assistance, our sponsors also help to define the Center's research projects, ensuring their practical relevance.
Definition of created shareholder value
We define created shareholder value following Fernández (2004, chapter 1) . To obtain the created shareholder value, we must first define the increase in equity market value, shareholder value added, shareholder return, and required return to equity.
The equity market value of a listed company is the company's market value, that is, each share's price multiplied by the number of shares. The increase in equity market value in one year is the equity market value at the end of that year less the equity market value at the end of the previous year.
Shareholder value added is the term used for the difference between the wealth held by the shareholders at the end of a given year and the wealth they held at the end of the previous year.
The shareholder value added is calculated as follows:
Shareholder value added = Increase in equity market value + Dividends paid during the year -Outlays for capital increases + Other payments to shareholders (discounts on par value, share buy-backs....)
-Conversion of convertible debentures
The shareholder return is the shareholder value added in one year divided by the equity market value at the beginning of that year. Shareholder return = Shareholder value added / Equity market value.
The required return to equity is the sum of the interest rate of long-term Treasury bonds plus a quantity that is usually called the company's risk premium and that depends on its risk.
Required return to equity = return of long-term Treasury bonds + risk premium
A company creates value for its shareholders when the shareholder return exceeds the share cost (the required return to equity). In other words, a company creates value in one year when it outperforms expectations. The created shareholder value is quantified as follows:
Created shareholder value = Equity market value x (Shareholder return-Ke)
As we already saw that the shareholder return is equal to the shareholder value added divided by the equity market value, the created value can also be calculated as follows:
Created shareholder value = Shareholder value added -(Equity market value x Ke) Consequently, the value created is the shareholder value added above expectations, which are reflected in the required return to equity. Table 1 shows in simplified form the relationship between three variables that are sometimes confused: increase in equity market value, shareholder value added, and created shareholder value. Increase in equity market value Equity market value t-Equity market value t-1 Shareholder value added Increase in equity market value -payments from shareholders + dividends + repurchases -conversions.
Created shareholder value
Shareholder value added -(Equity market value x Ke) -62,833 -60,538 -36,785 -18,973 -17,928 -16,503 -14,070 -12,748 -11,651 -11,320 -32,050 -29,770 -19,271 -19,205 -15,675 -14,653 -14,421 -12,674 -12,491 -10,530 MOTOROLA TOYS R US HOLDINGS WAL MART STORES NOVELL EMC ARCHER-DANLS.-MIDL. APPLE COMPUTERS HOME DEPOT ADVD.MICRO DEVC. REEBOK INTL. -10,057 -7,942 -6,571 -5,231 -4,803 -4,357 -3,640 -3,404 -3,195 -3,082 AT & T ELECTRONIC DATA SYSTEMS BELLSOUTH SBC COMMUNICATIONS VIACOM 'B' UNITEDHEALTH GP. MICRON TECH. -26,804 -11,428 -10,291 -10,194 -9,754 -9,388 -7,606 -7,084 -6,742 -5 -120,438 -69,499 -47,948 -46,159 -45,470 -43,779 -40,311 -38,790 -36,118 -35,473 MICROSOFT LUCENT TECHNOLOGIES CISCO SYSTEMS YAHOO AT & T TIME WARNER INTEL DELL WAL MART STORES QUALCOMM -622,982 -323,380 -204,027 -183,721 -168,767 -165,773 -147,919 -146,229 -135,216 -118 -210,190 -150,189 -130,729 -113,677 -111,304 -106,124 -96,267 -85,823 -84,182 -83,809 MERCK &.CO. -24,893 -15,608 -14,442 -9,127 -5,765 -5,405 -5,172 -4,769 -3,532 -3,355 -80,264 -74,808 -49,017 -36,191 -29,334 -19,932 -17,877 -15,964 -13,808 -12,834 Top shareholder value destroyer. Shareholder value destroyed in $ million 04. (1994, 1998, 1999, 2001 ) and reached the second position twice during that period (1996 and 1997) , but was also the top value destroyer during 2000.
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Appendix 1 contains the ranking of created shareholder value for the period 1993-2004. In 2004, 64% (317 of the 497 companies) created value, while in 2003 the percentage was 87%. The percentage of value creators was 17%, 37%, 57%, 48%, 55%, 80%, 70%, 82%, 32% and 54% in 2002, 2001, 2000, 1999, 1998, 1997, 1996, 1995, 1994 and 1993, respectively . Table 4 contains the ranking of created shareholder value for the biggest companies. As seen in this table, the top value creators and destroyers are always the big market capitalization companies. Ranking  135  94  157  59  48  -88  -32  -156  -242  40  -35  -90   Bank of America  -1,709  -2,002  5,917  6,677  5,014  -3,341  -22,39  -12,33  25,982  6,232  13,746  16,779   Ranking  -36  -37  31  22  60  -33  -11  -43  3  2  26  7   Altria Gp.  -24,21  -289  25,941  16,058 12,942  15,359  -80,98  52,31  780 -14,923  29,758  11,779   Ranking  -1  -198  3  8  26  32  -1  1  100  -47  6  16   Merck  -14,44  2,355  31,061  12,082  24,31  41, 234 -26,22 50,223 -95,533 -12,701 -23,169 -36,191 Ranking As seen in Table 6 , the shareholder value creation of seven companies was higher than their market value, due to dividend payments and share repurchases. Table 7 shows Sears' evolution each year of the period. This company reduced the number of shares outstanding during 1998, 1999, 2000, 2001, 2003 and 2004. Table 8 contains the ranking of increase and decrease in equity market value (in absolute value) during the period 1992-2004. General Electric had the highest increase and AT&T, the highest decrease. Table 9 contains the ranking of the percentage increase and decrease in equity market value during the period 1992-2004. Starwood had the highest increase and AT&T, the highest decrease. Figure 2 shows the relation of shareholder return in the twelve-year period 1993-2004 and size (measured as the log of the market capitalization at the beginning of the period, in 1992). There is some relation. The correlation is -0.39 and the R-squared 0.15 because the small companies were more profitable (on average). 6. Volatility of the S&P 500 and its components
Shareholder return
Shareholder return in successive years
Shareholder return and size
As seen in Table 14 , the volatility of the S&P fell between 1998 and 2004, but the volatility of its components increased. The reason was that the correlation between the companies decreased. 
